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Mr. John F. Carter
Regional Director
Federal Deposit InsuranceCorporation
25 Jessie Street at Ecker Square,Suite 2300
San Francisco, California94105

Re: Comments Regarding FDIC Application #20051977;Wal-Mart
Application for Insurance and Industrial Bank Charter

Dear ChairmanPowell andMr. Carter:

On behalf of The Bank of Clarendon,I am writing to commenton the Wal-Mart
Stores, Inc. applicationfor a Utah industrialbank or industrialloan companycharter
(ILC) and federal deposit insurance. We opposethe applicationand urge the FDICto
deny the application.We furtherrequest the FDICto conducta public hearingon the
applicationand the seriouspublicpolicy issuesit raises. .

Wal-Mart's currentbusinessplan for the ILC is narrowlydescn'bedas proVidingback
.. .Qffi~~<.>~~ssing.ofcredit card, debit card and electronicchecktransactionsin Wal-

Mart store. .-.--

While the applicationitself is narrowlydrawn,Wal-Marthas had a well-publicized
mission to get into the bankingbusiness despitethe existinglegal andregulatory
barriers establishedon long-heldpublic policy groundsto preventthe full blown
mixing of banking and commercein our nation. Wal-Mart'srepeatedpast attemptsto
gain a footholdin banking and combinefull-servicebankingwith its retail operations
on a nationwidebasis give rise to skepticismaboutits currentnarrowbusinessplan.

In 1998,Wal-Martattemptedto purchase a smallunitarythrift institutionin Broken
Arrow, Oklahoma.Congressshut down this back-doorapproachfor a commercial
firm to enter the banking busin~ when it passed the Gramm-Leach-BlileyAct of
1999and reaffirmedour nation's policy of separatiIigbankingand commerceby
closing the ''unitary thriftholding company"loopholeandprohibitingcommercial



finns from owningor acquiring savingsassociations(as they are prohibitedfrom
owningbanks).

Wal-Mart later sought to enterbankingthroughan arrangementwith Toronto-
Dominion Bank llSA to offer banking servicesin 100Wal-Martstores.This attempt
was blocked by the Office of Thrift Supervision,whichobjectedto Wal-Mart's plan
to shareprofits with TD Bank andhave its retail store employeesperformbanking
transactionsfor TD Bank in their stores.OTS found such an arrangementwould give
Wal-Mart illegal control over TD Bank USA, circumventingthe Gramm-Leach-
Bliley Act prohibitionon a commercialfirmbecominga savingsand loan holding
company.

Lastly, Wal-Mart sought to purchasea smallCaliforniaindustrialbank in 2002. In the
face ofWal-Mart's application,the Californialegislatureblocked the acquisitionby
passing a law prohibitingcommercialfirms fromowningILCs. Despiteany current
llOI;t~legallybindip~,pledgesftom Wal-Martregardingits businessplan for a Utah
ILC-=--suctras-a'''nb'-branching"-ptedge=-weseenut.hingto pu;vent Waf-Martfrom'.
charteringthe ILC on a narrow businessplan, and later seekingthe approvalof the
Utah Departmentof Financial Institutionsand the FDICto expandits business and
conduct full service banking in its stores.We also see nothingto preventany
conditionsplaced on the approvalof a narrowcharterby the Utah DFIbeing removed
in the futureupon applicationby the Wal-MartILC.

The linchpinof the financialand economicsystemof the UnitedStatesis the
principleof the separationof banking andcommerce.This traditionhas resulted in
the most vibrant, successfuland diversifiedeconomicand financialsystemin the
world. The walls separatingbankingand commercepreventconflictsof interest and
undue concentrationof resources,and ensurethe impartialallocationof credit so vital
to economicgrowth and developmentand to a safe and sound financialsystem.

The Wal-Mart applicationalso illustratesthat the affiliationof banks andnon-
banking companiespresents conflictsof interestand safety and soundnessconcerns.
Federal Reserve ChairmanAlan Greenspanhas repeatedlyarguedthat the mixing of
banking and commercepresents safety andsoundnessconcernsand poses the specter
that the federal safety net protectingdepositors-ofinsuredinstitutionswill spreadto
non-depositoryaffiliates, therebyintroducingadditionalrisks to the deposit insurance
fundS'3.ridtlfe -taxpayers.

Because of the ILC loopholein the BankHoldingCompanyAct, parent companiesof
ILCs, unlike other companiesthat ownbanks, are not regulatedat the holding
company level by the FederalReserve."Allowinga commercialfinn to operate a
nationwidebank outside the supervisoryframeworkestablishedby Congressfor the
owners of insured banks raises significantsafetyand soundnessconcernsand creates
an unlevel competitiveplaying field," the FederalReservehas testified."Congress
has establishedconsolidatedsupervisionas a fundamentalcomponentof bank
supervisionin the United Statesbecauseconsolidatedsupervisionprovidesimportant
protectionto the insured banks that are part of a larger organizationand to the federal
safety net that supports those banks. Financialtrouble in one part of an organization
can spread rapidly to other parts. To protect an insuredbank that is part of a larger
organization,a supervisorneeds to have the authorityand tools to understandthe
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risks that exist within the parent organizationand its affiliatesand, if necessary,
address any significantcapital,managerial,or other deficienciesbefore they pose a
danger to the bank."

Wal-Mart's enormoussizemake these considerationsand the risk posed to the Bank
Insurance Fund and taxpayersin the eventWal-Martexperiencesfinancialdifficulties
more acute.

While the FDIC wouldhave the authorityand tools to address safety and soundness
problems confinedto the Wal-MartILC, it lacksthe essentialtools the Bank Holding
CompanyAct gives the FederalReserveto overseeand supervisebank holding
companiesand ensure the safe operationof the overallenterprise.For example,the
Federal Reserve's supervisoryauthorityoverbank holdingcompaniesincludes:
general examinationauthority,consolidatedumbrellasupervision,capital
requirements and enforcementauthorityfor unsafeandunsound activitiesat the
parent COIDIH'-Ilyor affiliate.This lack of safeguardsat the holdingcompanylevelputs
the Wal-M""art ba.n:K~lne lrai1K1hSi.mfficeFund, a:n:a-wpayersat Jeopardy for trouble 'at
its parent company.

--.

For the reasons statedherein we urge the FDICto reject Wal-Mart's applicationfor
federal deposit insurancefor a Wal-MartILC.The applicationpresents seriouspublic
policy issues inherentin the mixing of bankingand commerceand in the ILC
loophole and warrantsa public hearingto allowadequatepublic comment. Our
nation's longstandingprincipleof separationof banking and commerce,reaffirmedin
the Gramm-Leach-BlileyAct, is the underpinningfor our stable and highly successful
economic and financialsystem,and shouldnotbe allowooto be skirtedby the
world's largest commercialcompany.

Sincerely,

tift;$+'1~
William O. Buyck, Jr.

. vice PreSwent
The Bank of Clarendon
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